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KEY ECONOMIC INDICATORS 


Estimate 
1988 1989 1990 


Domestic Econom 
Population (millions) (a) 4.48 4.56 4.82 5.02 


Population growth (%) 156 1.8 58 Se 
GDP in current dollars (billion) (1) 43.4 44,4 Shue n/a 
Per capita GDP, current dollars(1l) 9687.5 9736.8 10622.4 n/a 
GNP in current dollars (billion) (1) 42.3 43.2 aUCL n/a 
Per capita GNP, current dollars(1l1) 9523.6 9561.3 10749.2 n/a 
GDP in current NIS (billion) 68.5 85.0 10363 127 
GDP (billion NIS) (1986 prices) 48.2 49.9 IP 55.2 
GDP change($) 29 i Sek Vere 
Consumer Price Index change (a) 16.4 20st 1136 20.0 
Wholesale Price Index (1988=100) (a) 106.5 L2iue3 143.4 n/a 


Production and Employment 
Labor force (al liion} 1.55 1.60 1.74 
Unemployment (%) (b) 6.4 8.9 1032 
Industrial production, % change in 

local currency (1983=100) -3.2 -1.6 n/a 
Govt. deficit(-)/surplus, as % GDP 1.8(-) 4.6 743 
Industrial prod. index, (1989=100) 101.6 100.0 n/a 
Productivity growth/worker ($%) Lo -1.0 n/a 


Balance of Payments (millions of US$) 
Merchandise exports (F.0O.B.) 9445.4 10669.3 12190.0 
Merchandise imports (C.I.F.) 12287 .2 13027.4 18120.0 
Trade Balance -2841.8 -2358.1 -5930.0 
Goods and Services Account -5173.0 -3767.0 -5086.0 -7000.0 
Foreign direct investment (net) -556.0 148.0 EiZ<0 n/a 
Foreign debt (a) 24520.0 23797.0 24052.0 n/a 
Debt service paid (net) 3411.0 2956.0 2916.0 n/a 
Debt-service ratio as % 

of merchandise exports 36.1 2h eae n/a 
Foreign exchange reserves (a)(c) 4386.4 5330.6 6315.9 n/a 
Average exchange rate for year 

(US$1=NIS*) 1.5991 1.9159 2.0168 2.4 


U.S.-Israel Trade (millions of US$) 

U.S. exports to Israel (C.I.F)(d) 2153.2 2356.9 2722.8 n/a 
U.S. imports from Israel (F.0O.B) 2992.5 338351 347342 n/a 
U.S. trade balance with Israel -839.3 -956.2 -752.4 n/a 
U.S. share of Israeli exports 30.7 31.50 28.8 n/a 
U.S. share of Israeli imports yy Ped 17.8 n/a 
U.S. economic aid 1200.0 1200.0 1200.0 1200.0 
U.S. military aid 1800.0 1800.0 1800.0 2450.0 


Principal U.S. exports ($ million) (1990): military equipment (n/a), machinery/ 
mechanical appliances 55), agricultural products (333), vehicles/transport 
equipment (242), chemicals (215), optical, photo and measuring instruments (170), 
metals (148), rough diamonds/precious stones (145), wood/paper products (121). 
Principal U.S. imports ($ million) (1990): diamonds/precious stones (1,380), 
machinery/mechanical appliances , chemicals (256), optical, photo and 
measuring instruments (200), textiles/clothing (187), metals (124), data 


processing machines (107), vehicles/transport equipment (106), plastic/rubber 
products (106). 


not available *NIS = New Israeli Shekel 
end of year (b) annual average 

Based on IMF format which includes deposits of foreign residents. 
Excluding military exports under the Foreign Military Financing Program. 


(1) Differences in exchange and inflation rates may distort figures converted 
into dollars. a - 





SUMMARY 


Economic output rebounded in 1990 after 3 years of little or no 
growth. Despite stumbling in the first quarter of 1991, economic 
growth has resumed the positive trend of 1990, and GDP is likely to 
increase by over 5 percent for 1991 as a whole. Inflation declined to 
less than 18 percent in 1990, but by mid-1991 annual inflation was 
near 20 percent. Unemployment reached 9.6 percent in 1990, but is 
projected to climb welI beyond 10 percent due to Soviet immigration. 


Balance of payments, external debt, and trade balance accounts moved 
in the wrong direction in 1990 and the first half of 1991, although 
foreign exchange reserves increased to some $7.7 billion. Despite 
expanded government infrastructure, housing, social services, and 
employment expenditures, the large internal debt did not dramatically 
worsen. Increased private consumption led to higher imports and a 
widening of the trade deficit in 1990 and early 1991. Export 
expansion did not keep pace. The efficiency drive in the business 


sector continued as real: wages declined further, resulting in lower 
unit output costs. 


Israel continues to be an attractive market for U.S. products. The 
Free Trade Area Agreement (FTA) has eliminated duties on most 
manufactured items. Both standard high-tech exports and less 
sophisticated industrial and consumer items should sell well. In 
addition, American cars and building industry products have improved 
market opportunities. 


CURRENT ECONOMIC SITUATION AND TRENDS 


After 3 years of sluggish growth, the Israeli economy expanded by over 
5 percent in 1990. After the first quarter downturn associated with 
the Gulf War, the economy had expanded at an annual rate of between 5 
and 6 percent, driven by the construction sector, capital goods 
imports, and private consumption. However, continued heavy 
immigration is expected to increase the population by nearly 6 
percent, which would prevent a rise in per capita GDP. If private 
sector real wages continue to decline as forecast, per capita 
consumption may also fall. The ongoing Palestinian uprising in the 
occupied territories continues to act as a drag on economic growth. 
The trade deficit has widened 64 percent through the first half of 
1991, to $2.5 billion, with exports down 2.5 percent and imports up 12 
percent in dollar terms compared with the same period in 1990. 


Structural reform efforts have made little progress. Present growth 
reflects a cyclical rebound and population growth, not the sustained 
per capita growth necessary to meet the job, housing, infrastructure, 
and social service requirements of large-scale immigration. The 
government estimates that absorption of up to 1 million immigrants 
through 1995 will require $40 billion in investment and expenditures. 
Between December 1989 and June 1991, over 300,000 new immigrants 
arrived, and as many as 90,000 new immigrants are expected to enter 
the labor market in 1991 after 6-12 months of language and 
professional retraining or recertification. The government has 
launched a number of investment, training, and infrastructure programs 
designed to create jobs. Nevertheless, first quarter 1991 
unemployment reached 10 percent, and is expected to keep going up. 


While the government implemented some reforms, most notably in capital 
market operations, and continued its move toward a more liberal trade 
regime, major proposals contained in the comprehensive absorption 
program (especially reforms designed to reduce labor market 
rigidities) have not gained Knesset approval. The public sector 
remains bloated and state-owned enterprises exercise oligopolistic 
power in such sectors as Oil refining, utilities, telecommunications, 
aviation, transport, and banking. In agriculture (except for citrus), 
marketing boards oversee a system of government-set subsidies, 
pricing, import controls, and production quotas. 
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National Accounts: A strong second half resulted in 1990 GDP growth 
Of 5.1 percent, bringing GDP in current dollars to $51.2 billion. The 
business sector GDP grew by 6.2 percent, solid improvement over the 
1989 mark of 1.4 percent. Spurred by increased expenditures on 
durable goods, food, and beverages, private consumption expanded 5 
percent in 1990, after a decline of 1 percent in 1989. Gross domestic 
capital formation expanded 25 percent on the strength of solid gains 
in private vehicles, public residential building, and 
machinery/equipment. Net investment in fixed assets increased 14.7 
percent, after negative growth the preceding 2 years. 


Balance of Payments: In 1990 the overall balance of payments was 
positive for tis second consecutive year. The surplus of $561 million 
is, however, 60 percent less than the $1.397 billion mark registered 


in 1989, due in part to a swing in the medium- and long-term capital 
account from a surplus of $88 million to a deficit of $207 million. 


Israel's net commodity trade deficit also worsened 64 percent in 1990 
compared with 1989, to $2.9 billion. The 9.8 percent expansion in 
exports was overshadowed by a 17.1 percent increase in imports as fuel 
costs soared. Export profitability was hurt by the gap between the 
rate of inflation (17.6 percent) and the devaluation of the shekel 
(4.3 percent). The net services account deficit worsened by 9.8 
percent to $2.2 billion, bringing the overall goods and services 
account to a deficit of $5.1 billion, a 35 percent deterioration 
compared with 1989. Net unilateral transfers jumped 19.1 percent, to 
$5.8 billion, primarily due to higher intergovernmental and 
institutional transfers. For the year, the current account finished 
with a surplus of $700 million, down 36 percent from the 1989 mark. 


From $1.95 billion in June 1985, Israel's foreign exchange reserves 
grew to $6.32 billion at the end of 1990 due in part to U.S. economic 
assistance. At the end of May 1991, Israel had $7.73 billion in 
reserves -- equivalent to 7 months' imports. 


External debt was $24.1 billion at the end of 1990 -- an increase of 
$255 million over 1989. Of this, the government owed $16.8 billion, 
the banking sector $2.7 billion, and the nonfinancial private sector 
$4.5 billion. The $16.8 billion Israeli Government debt is held by 
the U.S. Government (26 percent), other foreign governments and 
international institutions (10 percent), private holders of negotiable 
bonds (32 percent), Israel bond holders (29 percent), and commercial 
banks (3 percent). 


Public Finance: For the current 9-month fiscal year (April 1-December 
31, 1991), the government proposed a budget of NIS 66.5 billion ($30.2 
billion at an exchange rate of 2.2 shekels to the dollar). Ona 
12-month basis, the budget is NIS 88.6 billion. The 1990 budget 
(April 1, 1990 - March 31, 1991) of NIS 62.5 billion ended up at NIS 
68.7 billion. The increase in expenditures is earmarked primarily for 
immigrant absorption. Because immigration through mid-1991 is running 
at an annual rate of 200,000, not the budgeted 300,000, some 
absorption expenditures may be less than projected, although the 
Housing Ministry has already overspent its budget. 


The 1991 domestic budget deficit before government grants of credit 
(mostly mortgages) is equivalent to NIS 7.2 billion on a 12-month 
basis, or approximately 5.5 percent of projected GDP. The internal 
deficit for fiscal year 1990 reached NIS 5.6 billion, roughly 5.4 
percent of GDP. 


After subtracting U.S. assistance, Israeli defense spending accounts 
for about 8.5 percent of GDP, and roughly 23 percent of the total 
budget. The defense burden has declined steadily since 1985. 


Tax revenue increased from NIS 30.4 billion in 1989 to NIS 36.9 
billion in 1990. The largest revenue gains occurred in civilian 
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import duties, value-added tax (VAT), and income tax. The government 
increased the VAT from 16 to 18 percent, effective January l, 1991. 
Through the first half of 1991, tax revenue was up 5 percent in real 
terms over the same period in 1990, reflecting increased economic 
activity. 


Although government policy calls for the sale of state-owned 
enterprises, the pace of privatization has been slow. The 1991 budget 
is based on NIS 1.5 billion in revenue from sales of equity in such 
concerns as Bezek, Zim Shipping, Bet Shemesh Engines, and Maman Cargo. 


Monetary Policy: The central bank maintained its expansionist 
monetary policy in 1990 in an effort to make more capital available to 
the private sector and to offset higher than expected government 
borrowing. 


While moving towards a more flexible exchange rate policy, the central 
bank regularly intervenes to limit the shekel's slide against major 
foreign currencies. The excnange rate is set relative to a “basket” 
of currencies of major trading partners. Since March 1990, the shekel 
can fluctuate in a hand 5 percent above and below the basket reference 
price. Use of the band has contributed to relative price stability, a 
prerequisite for improvement in Israel's investment climate. However, 
large public purchases of foreign currency precipitated a 10 percent 
devaluation in September 1990. Export sector pressure led to a 6 
percent devaluation in March 1991. 


Money market reforms have narrowed the interest rate spread for 
various domestic and foreign credit, created new local and foreign 
currency options and futures, and led to more liberal external capital 
movements. Nominal average annual interest rates on unlinked shekel 
credit declined from 31 percent in 1989 to 27 percent in 1990. 


Inflation: Due to a slowdown in the fourth quarter, 1990 inflation 
fell to 17.6 percent. Higher housing and fuel costs constituted two 
major components of 1990 inflation. Through the first 6 months of 
1991, annual inflation has run at 19-20 percent. 


Prices and Wages: Price controls in 1985 still cover about 20 percent 
of goods and services -- mainly health and education, basic 


foodstuffs, transportation services, and the products of monopolies, 
cartels, and utilities. For the last 2 years, controlled prices have 
risen faster than the general index. The central bank attributes a 
large part of inflation to the economy's protected and oligopolistic 
structures, including wage and price controls. 


Average real wages decreased by 0.2 percent in 1990, following a 3.2 
percent decline in 1989. Combined with a 3.1 percent increase in 
labor productivity and the devaluation of the shekel, labor cost per 
unit of output decreased. In nominal terms, the average monthly wage 
in 1990 was NIS 2301 ($1,141) compared with NIS 2020 ($1,054) in 
1989. 


The trilateral agreement signed by the government, the unions and 
private employers on May 25, 1991, is designed to boost business 
sector profitability by cutting the employer's social security 
contribution, reducing the August 1991 cost-of-living adjustment, and 
decreasing the employer's tax. The government pledged not to pare 
further the 5 percent export subsidy rate in 1991 (the government has 
been cutting back the subsidy since 1988, when it stood at 12 
percent). The private sector made a good-faith promise to employ 
150,000 new workers by 1995, aided by public infrastructure investment 
and vocational training programs for up to 40,000 persons. The 
government agreed not to change unilaterally the Minimum Wage Law and 
convinced employers to extend for one year, to March 1993, the 
existing cost-of-living allowance agreement calling for biannual 
adjustments to compensate for 85 percent of monthly inflation 
exceeding 0.5 percent. The Minimum Wage Law mandates periodic 
increases in lower wage levels, directly affecting wages of 25 percent 
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of the work force and indirectly affecting the entire wage scale. The 
monthly minimum wage, which rose to NIS 1,163 (about $515) in April 
1991, is boosted twice a year, alternately by adjustment to the 
inflation index and to 45 percent of the average wage. 


Employment and Productivity: The civilian labor force grew by 2.9 
percent in , reaching a level of 1.65 million persons. Employment 
rose only 2.1 percent, to 1.49 million workers. The resulting 
unemployment rate average of 9.6 percent was a 20-year high. The 
addition of an estimated 90,000 new immigrants to the labor market in 
1991 will likely push the unemployment rate over 10 percent. 
Unemployment in development towns stands at twice the national average. 


The public sector accounts for 30 percent of employment, industry 22 
percent, commerce/services 38 percent, construction 5 percent, and 
agriculture 4 percent. Average labor productivity rose 3.1 percent, 
after a 1.0 percent decline in 1989. A 5.0 percent increase in 
private sector (business, industry, and parastatal) productivity 
combined with a 1.4 percent decline in real wages to lower per unit 
output costs. 


Trade: The United States remains Israel's most important single 
Erading partner, although trade with the EC is larger overall. 

Two-way trade (excluding U.S. military exports) approached $6.2 
billion in 1990, with Israel running a $752 million trade surplus. 

The U.S. share of the Israeli import market has averaged 18 percent in 
the last 2 years. Nonmilitary imports from the United States 
increased from $2.36 billion in 1989 to $2.72 billion in 1990. 
Israel's sales to the United States increased 5 percent to $3.5 
billion -- 29 percent of total exports. 


The 1985 U.S.-Israel Free Trade Agreement (FTA) will eliminate customs 
duties between the two countries by 1995. Most goods already receive 
duty-free status, and staged reductions are taking place for other 
products. Duties on a third category of items (the C-List) were 
frozen at the MFN rate until 1995, unless an accelerated reduction was 
negotiated after 1990. Negotiations are continuing. The FTA contains 
a non binding declaration on trade in services which has spurred 
discussion on liberalization of tourism, telecommunications, and 
insurance trade. 


Outside the scope of the FTA, certain Israeli practices hurt U.S. 
exports: 

-- a purchase tax (from 25 to 100 percent) on consumer goods such 
automobiles, consumer electronics, cosmetics, and building goods. 
-- variable levies on agriculture and food items; 

-- quantitative restrictions on U.S. plywood and various food and 
agricultural products. 


Several trade arrangements facilitate Israeli exports. The U.S. 
Generalized System of Preferences (GSP) allows 2,700 manufactures to 
enter without duties. Sweden, Finland, Norway, Austria, Switzerland, 
Canada, Japan, Australia, and New Zealand extend Israel GSP-type 
treatment. The 1975 Israel-EC Free Trade Area (FTA) agreement 
eliminated duties on non agricultural products as of January 1, 1991. 
Since the end of 1989, Israel has been liberalizing its trade policy. 
The government intends to replace administrative barriers with tariffs 
on most third-country imports (i.e., those not covered by the U.S. or 
EC FTA agreements) over a 5-7 year period starting September 1, 1991. 


Investment: Israel encourages foreign private investment and offers 
favorable tax treatment and full repatriation of capital and profits 
in addition to a host of incentive programs under the law for the 
Encouragement of Investment (as amended in 1990). The Law includes 
fixed asset and R&D grants, loan guarantees, infrastructure assistance 
and rent reductions in development areas, tax reductions, holidays, 
and allowances, and accelerated depreciation rates for enterprises 
"approved" by the Ministry of Industry and Trade. Foreign investment 
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in regulated sectors such as banking and insurance and in defense 
industries requires government approval. Foreign-owned entities must 
be registered. Investors should be aware of bureaucratic hurdles, but 
many of these restrict the private sector as a whole and are not 
intended to discourage foreign investment. 


Tourism: Due to the Gulf crisis, tourism revenue fell from $1.47 
billion in 1989 to $1.38 billion in 1990. What started as a 
record-setting year ended in a 10 percent downturn in arrivals (to 
1.13 million). Through the first half of 1991 arrivals were down by 
almost half from 1990 levels, but there are signs of a recovery. 


IMPLICATIONS FOR THE UNITED STATES 


A competitive dollar, the FTA, Israel's sophisticated industrial 
sector, and a positive orientation toward U.S. products make Israel an 
attractive market for U.S. exporters. Israel is second only to Canada 
in per capita imports of U.S. goods. American companies should be 
aware and act. The market range for U.S. products appears to be 
broadening into less sophisticated industrial and consumer areas, but 
high-technology products continue to present the best prospects. 
Information about the FTA can be obtained at the Israel Information 
Center, Room H2039, U.S. Department of Commerce, Washington, D.C. 
20230, phone: (202) 377-1857. 


Computers and Peripherals: The computer market grew 10 percent in 
1555 to $425 million. Total 1990 U.S. computer imports grew slightly 
to $146 million, about 47 percent of the import market; disappointing 
in light of an overall 12 percent growth in the import market, the 
competitive dollar, and the excellent technological reputation of U.S. 
computers. A large portion of locally manufactured products are 
exported, but the 25 percent market share of domestic industry is 
expected to grow, especially in the area of peripherals. Six percent 
real growth in demand for computers and peripherals is predicted for 
1991. Demand for advanced scientific and engineering computer 
systems, workstations and personal computers will be high, cffsetting 
a still sluggish market for mainframes and minicomputers. 


Defense establishments dominate public sector procurements (50 
percent) and the Ministry of Defense is expected to be even more 
active in coming years as upgraded operating systems allow advanced 
parallel processing. Banking and insurance companies are the primary 
private sector end-users. Other increasingly computerized sectors 
include the hotel and construction industries, customs brokers, 
international freight forwarders, and civil government agencies. 


Computer-integrated manufacturing (CIM) is not a well-developed 
subsector, but should show substantial growth among small and medium- 
sized manufacturers in the coming years. Large companies using local 
subcontracting services are demanding availability of automated 
storage devices and computer-to-computer communication when 
transmitting specification information. 


Hardware distribution firms report a steady increase in sales in the 
first half of 1991. Profits, however, lag due to fierce competition 
and government procurement policies stressing price as the most 
important criterion. Although offsets are discouraged under the FTA, 
government computer procurements can contain offset requests for as 
high as 65 percent of contract value. 


Metalworking Equipment: This $160 million market is expected to 
Maintain a steady 10 percent growth rate over the next 3 years due to 
rising demand in the high-technology, defense-related industries and 
sophisticated export businesses. Imports account for over 60 percent 
of the market and are likely to: grow. U.S. metalworking exports to 
Israel were valued at $22 million in 1990. 


The development of metallurgy, tactical communications, missile 
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systems, armor, and avionics as leading industries remains a high 
priority for the Israeli Government due to international demand for 
its military products. Public and private users of metalworking 
equipment are receptive to advanced devices and systems. 


There is a palpable pro-American attitude in many segments of the 
market, and American products enjoy an excellent reputation for 
performance, reliability and advanced design. Germany, Japan, and 
Italy remain strong competitors, especially in machine tools, rolling 
equipment, hydraulic presses, and hand tools. 


Construction Sector: The Israeli Government is under pressure to 
provide additional quality housing for the growing number of 
immigrants. Israeli housing starts doubled to 43,000 units in 1990 
and another 20,000 - 30,000 mobile homes have been imported or 
contracted through mid-1991. The 1991 building products market is 
estimated at $1.7 billion. Imports account for $300 million. 


Israeli contractors and manufacturers looking to reduce building time, 
increase productivity, and secure long-term financing are still 
interested in joint ventures in pre-engineered steel, concrete 
medium-rise systems and in the “advanced construction" (prefab) 
technique. There are opportunities for U.S. manufacturers, investors, 
and construction firms. 


Electronic Components: Demand for electronic components by advanced 
Israeli industries sustains a $400 million market. Because military 
specification components represent 60 percent of the market, 
relatively small manufacturers, responsive to market changes, can 
capture market share. U.S. components dominate the $320 million 
import market, especially in military applications, and are expected 
to grow by 10 percent in 1991. The vast majority of the $150 million 


U.S. exports enter Israel duty free. The most promising subsectors 
are semiconductors, coils and transformers. Other sectors offering 
excellent prospects for U.S. sales are: 


Automobiles, vans and trucks 
Telecommunications equipment 
Laboratory & scientific instruments 
Medical equipment & supplies 
Electrical power systems 

Welding equipment 

Refrigeration & air-conditioning equipment 
Computer software & services 
Apparel 

Drugs & pharmaceuticals 

Industrial Process Controls 
Robotics 

Packaging equipment 

Agricultural chemicals 

Cosmetics & toiletries 

Agricultural machinery & equipment. 
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